DOCUMENT RESUME 



ED 352 889 



HE 026 089 



AUTHOR 
TITLE 

INSTITUTION 
SPONS AGENCY 

PUB DATE 
NOTE 

AVAILABLE FROM 
PUB TYPE 
JOURNAL CIT 



Frances. Carol; f-^rrison, Jim 

The Impact of the Federal Budget Deficit on Student 
Aid Funding. 

Higher Education Extension Service, New York, NY. 

Aetna Life and Casualty Foundation, Inc*, Hartford, 

CT. 

93 

13p. 

Higher Education Extension Service, 621 West lA5th 
Street, New York, NY 10031. 

Reports - Research/Technical (143) — Collected Works 
- Serials (022) 

Higher Education Extension Service Review; vA nl Win 
1993 



EDRS PRICE 
DESCRIPTORS 



IDENTIFIERS 



MFOl/PCOl Plus Postage. 

Budgets; Educational Finance; ^Federal Aid; Financial 
Policy; *Financial Problems; Higher Education; 
Income; Interest (Finance); Paying for College; 
Resource Allocation; ^Student Financial Aid; Taxes; 
Trend Analysis 
*Debt (Financial) 



ABSTRACT 

This newsletter discusses factors that shape federal 
education funding policies. It examines the size of the federal 
deficit and IcS progress, as well as the factors affecting the 
resources available for education. The 1993 interest on the federal 
debt is projected to be $314 billion and payments such as these have 
held down funding for student aid, as well as funding for other 
domestic social programs. In addition, the burden of the federal 
budget has been used in the process of reauthorizing the student aid 
program to preclude consideration of transforming Pell grants into 
entitlements. For students, this means still heavier reliance on 
loans to finance their college education. For institutions, it means 
still more self-funded student grants and higher tuition to cover the 
costs, or changes in education missions and in the types of students 
served. Students and educators need to confront not only student aid 
issues, but also to play a much greater role in public debate about 
larger federal budget issues. (GLR) 
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Viewpoint 



In the past year, HEES Review 
has discussed academic OLtcome 
measures — specifically, retention 
and achievement, and the student- 
related variables that influence 
those outcomes. But, as was 
emphasized in the first issue in 
the series, "Issues in Student 
Retention" (Volume 3, Number 1), 
suident-related factors account for 
only part of students' outcomes: 
institutional faaors contribute 
much of the balance. 

Foremost among institutional 
factors is student financial aid. As 
long ago as 1957, Iffert found that 
students ranked personal finances 
as the third most important factor in 
decisions to drop out of college 
(Iffert, 1978). In 1962, Summerskill's 
review of the literature determined 
that in sixteen out of twenty -one 
studies, financial problems ^^'ere 
mentioned as among the three 
most important reasons students 
drop out of college (Iffert, 1978). In 
the twenty-odd intervening years 
since those studies, the cost of a 
public four-year college education 
has risen three-fold, much faster 
than income; thus financial aid can 
only have become an even more 
important factor in students' achiev- 
ing their educational goals. 

This yearns series of the Review, 
(continued on page JJJ 
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Institutional Issues 

The Impact of tb^e 
Deficit on Student 

Introduction 

This year marks the twentieth 
anniversary of the enactment of 
the Basic Educational Opportunity 
Grant (BEOG), now named Pell 
Grant after Claiborne Pell of 
Rhode Island, who chairs the 
Senate Education Subcomminee. 
Senator Pell, and his colleague, 
William D. Ford of Michigan, who 
chairs the House Education and 
Labor Committee, have played 
key roles in shaping federal edu- 
cation and policy since 1972. The 
Pell Grant incorporated into feder- 
al law our nation's stated commit- 
ment to broaden student access to 
college education by removing 
financial barriers to enrollment. 

Now, after twenty years of 
experience with the student aid 
programs, is the time to ask if 
there is need for major reform. Or 
would the system work better 
with only minor reform but 
increases in the level of funding? 

Further, since resources for 
education appear to be diminish- 
ing not only for student aid but in 
general, we also must ask, "What 
is the relationship between fund- 
ing and college enrollments?" 

To answer these questions, 
much of this report focuses on the 
federal budget and deficit because 
these, in fact, form the backdrop 
for all discussions of funding for 
higher education. They also 
appear to be shaping what we 
may expect of the future. Concern 
about the deficit, for example. 
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Federal Bucket 
Aid Funding 

seriously curtailed attempts during 
the recent reauthorization process 
to alter what some consider 
grant/loan imbalances that have 
emerged in stude'nt aid programs, 
and to shift away from still greater 
reliance on loans. 

Ail the budget data used in the 
analysis summarized here were 
obtained from either the 
Economic Report of the President, 
prepared by the Council of 
Economic Advisors and transmit- 
ted to Congress in February 1992; 
the Historical Tables prepared by 
the Office of Management and 
Budget to accompany the Budget 
of the United States for fiscal years 
1992 and 1993; or from national 
income accounts prepared by the 
Bureau of Economic Analysis in 
the U.S. Department of 
Commerce. Specific source cita- 
tions are included on each of the 
charts documenting the analysis. 

How Big Is The Deficit? 

First, some history. The last two 
years that the U.S. government 
had a more or less balanced bud- 
get were 1969, at the beginning of 
the Nixon Administration, and 
1974, at the beginning of the Ford 
Administration. The federal budget 
began to slip seriously out of bal- 
ance in the mid-70s, and then 
plummeted into deeper deficit in 
the 1980s, as shown on Chart 1. 
By Fiscal Year 1991, the deficit 
had reached well over $300 bil- 
lion, and for FY 1992 it is expea- 



CHART 1 

FEDERAL BUDGET SURPLUS/DERCIT 
On Budget/Federal Funds 
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Note: Excludes Trust Funds. ^ . , * u- u H«f;r>«H 

Note: The Omnibus Budget ReconciUaiion Act of 1990 included a Budget Enforcement Act which defined, or 
redefined, specific budget concepts. The basic Federal budget accounting guideline currcnUy requires that the 
federal budget include aU Federal fiscal activities on-budget, except Social Security and the postal services which 
are trust funds now off- budget <• c- i 

According to the Historical Tables accompanying the Budget of the United Slates Government for t-isca 
Year 1992 (pages 5-12), the term -trust fund** as used in Federal budget accounung covers tunds which, by law, 
must be accounted for separately and used only for specified purposes The largest trust funds are for Social 
Security Medicare, uncmploymcni benefits, and civil service and military rctirtmenL There arc also trust tunds 
for highways and airports, and for Federal Deposit Insurance Corporation programs Most trust funds are on- 
budget except, as noted. Social Security and the postal service. .o ^ c- i v 

Source: Office of Management and Budget, Historical Tables: Budget oftiie United Sta'^s Go^-erwnent, Fiscal Uar 
/99Z p. 18. 



ed to exceed $400 billion. The fed- 
eral deficit amounted to about 20 
percent of federal revenues in the 
1970s, slipped to about 40 percent 
in the 1980s, and is projected to 
sink to almost 60 percent in the 
eariy 1990s, as shown in Chart 2, 
possibly rebounding thereafter. 

What caused the growtli of the 
deficit? Those who believe tliat 



government is too large allege that 
its growth was caused by increased 
government spending — that is, 
from the rate of increase for outlays 
exceeding the rate for revenues. 
Those who are more concerned 
with the delivery of services than 
with the size of the government, per- 
se, allege that the deficit grew 
because of shortfalls in revenues. 
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CHART 2 




FEDERAL DEFICIT AS A PERCENT OF FEDERAL REVENUES 
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Thus, belief and perceptions about 
the role of government shape the 
definition of the deficit and the 
characterization of its causes. 

In trying, nevertheless, to derive 
a description of the deficit and 
what caused it, analysis of the actu- 
al trends in revenues and expendi- 
tures is useful, starting with the 
objective identification of the time 
when changes in trends occurred 
and associating those changes witli 
causes. Trends in federal receipts 
and outlays over tlie last three 
decades are shown on Chart 3- 

A large increase in the federal 
budget deficit occurred in 1982-83, 
when the cut in tax rates of the 
Economic Recovery and Tax Act of 
1981 began to take full effect. The 
tax cu^^s were intended to stimulate 
private investment, to accelerate 
economic growth, and, thus, ulti- 
mately to increase total tax rev- 
enues in spite of the cuts in tax 
rates. 

At the same time, reductions in 
domestic programs were proposed, 
intended to down-size government 
and limit spending. Many of the 
spending reductions proposed by 
the Reagan Administration did not 
get through Congress, and there was 
no acceleration in the rates of gov- 
ernment spending for domestic 
social programs in the eariy 1980s. 
Defense spending, however was 
increased significantly. 

Examining the net effects stati- 
cally at one point in time, or 
dynamically over time, the tax cuts 
had not, by the mid-1980s, pro- 
duced a sufficient increase in rev- 
enues to offset the initial revenue 
losses. Thus, the deficit grew. As it 
did so, efforts to cut spending con- 
tinued to be made, with domestic 
social programs absorbing much of 
the reduction. Yet, the annual 
deficits worsened, cumulating over 
the decade of the 1980s to add 
more than $2.3 trillion to the feder- 
al debt. The federal debt in current 
dollars unadjusted for inflation 
more than tripled from about $900 
billion in 1980 to about $3-2 trillion 
in 1990, as shown on Chart 4. 

The dollar increase in the feder- 
al debt, of course, led to increases 
within the federal budget for inter- 



est payments on the debt. Interest 
payments, in turn, ballooned 
because interest rates in the early 
1980s were extremely high. A 
downward spiral of worsening 
deficits leading to deeper debt, in 
turn leading to larger interest pay- 
ments and still more deficits, had 
been unleashed. 

Then, in the late 1980s, the sav- 
ings and loan bail-out increased 
the debt still further. Added togeth- 
er, interest payments on the federal 
debt and the cost of the savings ' 
and loan bail-out now equal 80 to 
90 percent of the annual deficit, 
as shown on Chart 5. (Interest pay- 
ments exceed net outlays for inter- 
est because of interest income from 
funds held in trust by the govern- 
ment, such as Social Security 
contributions.) 

To put the relative size of the 
interest payments on the federal 
debt into perspective, Chart 6 
shows that in the 1960s and 1970s, 
an amount equal to about 20 per- 
cent of total federal income tax 
payments made by individuals was 
needed to make the interest pay- 
ments on the federal debt. By the 
end of the 1980s, that figure had 
increased to about 60 percent, 
leaving less and less for all else, 
including education. 

Other Factors That Influence 
ResourcesAvailable For 
Education 

Interest payments and the sav- 
ings and loan bail-out help explain 
what is happening to the amount 
of money available for education 
and student financial aid, but there 
are other factors as well. 

Tax Revolt Versus Economic 
Squeeze. A tax revolt, begun in tlie 
1980s, has been sustained in the 
1990s by taxpayers' beliefs that not 
only are they overtaxed but tliat 
iheir taxes have been rising. In part, 
this is the result of focusing on fed- 
eral tax rates without considering 
tlie effects of credits, exemptions, 
and deductions, which have the ef- 
fect of lowering rates for individuals, 
When federal income and other 
personal tax payments are calculat- 
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CHART 5 

INTEREST ON THE FEDERAL DEBT PLUS THE SAVINGS AND LOAD BAIL-OUT 
IN RELATION TO THE FEDERAL DEFICIT 
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CHART 6 



INTEREST PAYMENTS ON THE PUBLIC DEBT AS A PERCENT OF 
INDIVIDUAL INCOME TAX PAYMENTS 
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CHART 7 

FEDC;^ PERSONAL TAX PAYMENTS AS A PERCENT 
p^,^,OF PERSONAL INCOME 
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ed as a percent of personal in- 
come, there has been, in fact, very 
little rise in the tax share paid out 
over the last 20 years. The share, 
shown on Chart 7, has fluctuated 
between about 13 and 14 percent 
from the 1970s to tlie 1990s. 

Despite the faa that their feder- 
al tax payments have remained at 
a fairly constant share of income, 
people do feel an economic 
squeeze. One reason is that federal 
taxes on employment have risen 
sharply. Another major source of 
pressure, arising from the private 
seaor rather than the government^ 
is increased mortgage debt. As the 
prices of homes and mortgage 
interest rates reached historic highs 
in the early 1980s, mortgage debt 
increased substantially as a share 
of personal income, as shown on 
Chart 8. Other demands on indi- 
viduals for more nioney are 
increases in consumer credit inter- 
est rates, state and local taxes, 
excise taxes, and even corporate 
taxes, which many economists 
believe are ultimately shouldered 
by individuals in the form of 
increased prices for the goods and 
services they buy. 

Tightening economic constraints 
are real, but the sources are dif- 
fuse. Nonetheless, voters' wrath 
has focused on "the government," 
making it difficult to garner sup- 
port at any level — local, state, or 
national — for increased education 
spending in the public sector. 

Shifts in Revenue Sources. 
Federal budget revenues are gen- 
erated from three major sources: 
personal income taxes; corporate 
income taxes; and Social Security 
contributions, paid equally by 
employers and employees. 

Individual income taxes contin- 
ue to be the largest single source 
of federal budget revenues, pro- 
viding about 45 percent of the 
total in 1990, but down from 48 
percent in 1980, as shown on 
Chart 9. 

The of shares derived from cor- 
porate income and employment 
taxes, however, has shifted dramati- 
cally. In 1950, for example, corpo- 
rate income taxes provided about 
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30 percent of the federal budget 
revenues. By 1990, however, that 
share had dropped to about 10 
percent. In contrast, taxes on 
employment, in the form of Social 
Security contributions, were about 
10 percent of the federal budget 
revenues in 1950 and rose to 
almost 40 percent by 1990, also 
shown on Chart 9- 

Higher education institutions 
have been particularly hard hit by 
employment tax increases. Tax- 
wise, higher education institutions 
aren't corporations. Colleges and 
universities are ''tax-exempt," but 
only from income, not employ- 
ment taxes. 

Ostensibly, half of the employ- 
ment taxes are paid by the employ- 
er and half by employee, but 
economists argue whether, ulti- 
mately, employment taxes are all 
paid by employees in the form of 
lower wages, or by students in the 
form of higher tuition, or by the 
institution themselves, because of 
their limited ability to shift them 
forward (increase prices) or back- 
ward (lower wages). None of these 
alternatives is good for colleges. 

One thing is sure, however. 
Because higher education is com- 
paratively labor intensive, many 
colleges and universities, in fact, 
initially pay more in employment 
taxes than a similarly-sized compa- 
ny pays in income taxes. Thus, 
payments of employment taxes by 
colleges and universities reduce 
the benefits intended by their "tax- 
exempt" status. 

Income Shifted From the Poor 
and Middle Income to the More 
Affluent. Increases in employment 
taxes have had greater effect on 
the finances of low and middle 
income citizens, placing additional 
strains on the majority of students 
and their families, because those 
with incomes above the limit, now 
$55»500, face no additional tax. 

In addition, interest payments 
on the federal debt have shifted 
income from general taxpayers to 
more affluent bond-holders. 
(Sizeable shares of the funds used 
to finance the federal deficit also 
have come from foreigners, leav- 
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ing the U.S. vulnerable to changes 
in their willingness to lend at pre- 
vailing interest rates.) 

As a result of the sluggish 
economy, more families have fall- 
en below the poverty line and 
even families with incomes above 
the poverty line have seen the cost 
of college education rise much 
faster than their incomes. Corres- 
pondingly, more students need 
financial assistance to pay for col- 
lege. Thus, more demands are 
made on governments and higher 
education institutions to finance 
education. 

Tax Expenditures. A tax expen- 
diture takes place when, for 
instance, a tax credit or deduction 
is allowed, resulting in taxes not 
collected. Exan^'oles are a tax cred- 
it for industry investment in 
research and a deduction for inter- 
est paid by individuals on funds 
borrowed to buy homes. Such 
foregone revenues are nonetheless 
counted by the U.S. Treasury 
Department as though they had 
been collected and subsequently 
expended for the stated purpose. 
Some object to the entire concept 
of "tax expenditures" because it 
implies that the funds belong to 
the government to spend, rather 
than to taxpayers to use as they 
please. 

Nonetheless, tax credits have 



been introduced into the tax code 
to stimulate certain types of activi- 
ty, such as research and develop- 
ment. The Economic Recovery and 
Tax Act of 1981, for example, 
enacted tax credits to encourage 
investment. The investment stimu- 
lated, however, was primarily in 
physical C2ipit3il. But capital 
is also needed to maximize the 
nation's economic productivity and 
growth. Ways to encourage invest- 
ment in people, and particularly 
investment in college education 
through student aid, appear not to 
have been a major consideration 
in the national investment policy 
deliberations. 

The disparities in the tax incen- 
tives between physical and human 
capital are large. For example, in 
1987, accelerated depreciation al- 
lowances for machinery and 
equipment reduced the income 
taxes of industry and businesses 
by over $30 billion. In the same 
year, deductions for charitable 
contributions to education reduced 
personal income taxes by only 
$1.3 billion, and parental exemp- 
tions for students reduced taxes by 
only $2 billion. 

Overall, tax expenditures result- 
ing from federal policies designed 
to stimulate investment in physical 
capital amounted to close to $S>0 
billion in 1987, but companies did 
not receive similar incentives to 
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TRENDS IN FEDERAL OUTUYS FOR EDUCATION AND TRAINING 
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CHART 11 

NET INCREASE/DECREASE IN FEDERAL OUTLAYS BY MAJOR FUNCTION 
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CHART 12 

HIGHER EDUCATION: FEDERAL BUDGET AUTHORITY vs. 
FEDERAL BUDGET OUTUYS 
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train their workers. While federal 
expenditures for higher education 
increased (before decreasing and 
leveling off in mid-decade), outlays 
for training, including subsistence 
costs for workers while receiving 
training, were cut by half, as 
shown on Chart 10. 

Since increases in outlays for 
higher education were offset to a 
large degree by cuts in outlays for 
job training, the budget category as 
a whole increased very little. 
Indeed, only one percent — $6.7 
billion — of the $660 billion 
increase in federal budget outlays 
from 1980 to 1990 was allocated to 
education and training. In contrast, 
outlays for defense increased by 
$l65 billion, representing almost 25 
percent of the growth. Together, 
increased spending on defense and 
on debt interest accounted for 45 
percent of the increase in the feder- 
al budget over the decade, illustrat- 
ed by Chart 11. 

Entitlements. Entitlements are 
benefits awarded as a matter of 
right created by law, with eligibility 
for the benefits determined by sta- 
tus. Entitlements have a prior claim 
on budget revenues, and are not 
subject to constraints imposed by 
limited appropriations. Veterans' 
benefits and Social Security pay- 
ments are entitlements, awarded as 
a matter of right. Student aid, on the 
other hand, is not an entitlement 
because payments of grants to stu- 
dents are subject to limitations of 
funding set in the appropriations 
process. Commonly, they are 
reduced below authorized levels. As 
shown on Chart 12, in some years 
outlays for smdent aid have fallen 
as much as SI billion below the 
amount authorized. Student aid is 
forward funded, confounding year- 
to-year dollar comparisons, but 
what is real and felt by students is 
that the maximum actual Pell grant 
award frequently falls as much as ^0 
percent below the authorized level. 

Confronting a huge deficit, a case 
has been made for '*no new entitle- 
ments". However, while financial 
aid to students is not an entitlement, 
payments to banks and other 
lenders that make loans to students 



CHART 13 

FEDERAL OUTLAYS FOR PELL GRANTS AS COMPARED WITH PAYMENTS TO 
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FEDERAL STUDENT AID: SHIFT FROM GRANTS TO LOANS 
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are^ entitlement of sorts, because 
they are made by contractual agree- 
ments which are not subject to 
funding limitations. 

In some years, payments to 
lenders under the Guaranteed 
Student Loan Program (GSLP) have 
equalled or exceeded grants to stu- 
dents. In 1990, as shown on Chart 
13, for example, payments to 
lenders by contract under the GSLP 
program equalled just under $4 bil- 
lion, while Pell grants to students 
equalled just under $5 billion. (On 
an even larger scale, payments by 
the federal government of interest 
to the lenders financing the federal 
debt — government bond-holders 
— are also contractual and there- 
fore equivalent to entitlements). 

Peace Dit^idendFThc end of the 
Cold War and reductions in defense 
spending could lead to a peace div- 
idend. The public debate over it, 
however, ranges from assertions 
that it doesn't exist because funds 
have already been committed else- 
where, to arguments that it must — 
or must not, depending upon one's 
perspective — be used for reducing 
the deficit instead of funding social 
programs such as education. 

Often overlooked in these bud- 
get debates is the sharp distinction 
bet\v'een spending and investment. 
Spending for consumption — a 
subsidy for grain storage or for 
tobacco growing, for example — 
cycles through the economic sys- 
tem in a given budget and is gone. 
Investment, such as student aid, 
however, creates the capacity to 
produce income and wealth for the 
future. 

Up until now, decisions about 
government outlays, including those 
for reducing the deficit, have been 
made using spending criteria and 
budget balancing mechanisms to 
make choices. Decisions about what 
to do with a peace dividend might 
more wisely be made on the basis 
of expected future returns. 

Impact of the Federal Deficit 
on Student Aid Funding 

The government has reported 
large increases in outlays for federal 
student aid over the decade of the 
1980s, an increase from $3-4 billion 
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in 1970-71 to about $14.4 billion in 
1980-81 to $22.8 billion in 1991-92, 
unadjusted for inflation. Most of the 
increase in aid through the 1970s 
was in the form of grants, but since 
1980-81 virtually all of the increase 
has been in the form of loans, as 
shown in Chart 14. In fact, federal 
grant aid actually declined through- 
out the 1980b because of large 
decreases in education benefits 
provided under veterans' and Social 
Security programs. 

The growth of the federal loan 
programs is shown in greater detail 
on Chart 15- The explosive growth 
of the Stafford Loan Program actu- 
ally began in the 1970s, just as the 
gap between federal revenues and 



outlays started to widen. When, in 
the 1980s, the government was 
faced with increasing costs of 
defaults, new loan programs were 
introduced permitting parents, with 
more collateral and greater ability 
to repay, to borrow to help pay for 
their childrens' college education. 

Chart l6 shows federal grant 
aid programs superimposed. Chart 
17 which is a comparison chart 
showing state and institutional 
grant aid superimposed on federal 
aid, indicates that virtually all of the 
increase in grant aid awarded to 
students in the 1980s came from 
states and the colleges themselves. 

A total of $14.4 billion was 
awarded to postsecondary students 



CHART 15 

TRENDS IN FUNDING FOR FEDERAL STUDENT LOAN PROGRAMS 
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CHART 16 

TRENDS IN FUNDING FOR FEDERAL STUDENT GRANT 
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CHART 17 

TRENDS IN FEDERAL, STATE AND INSTITUTIONAL 
STUDENT GRANT PROGRAMS 
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in 1980-81, rising slighdy the fol- 
lowing year to almost $15 billion In 
1981-82. The next year saw the 
beginning of the phase-out of aid to 
dependent students under the 
Social Security program, using the 
reasoning that students who 
required financial aid would be 
served by the need-based Pell 
Grant program. But in 1982-83, the 
Social Security program was cut by 
dose to $1,3 billion while the Pell 
Grant program was increased by 
only $117 million. 

The decline in value of grant aid 
over the 1980s occurred even 
when measured in Cf<rre«/ dollars. 
If the dollars were adjusted for the 
dedirie in purchasing power 
because of steep rises that have 
occurred in college costs, the 
decline in the conston/ dollar, or 
real value, of the grant aid would 
be even more substantial. 

Trends in the dollars of grant aid 
should also be examined in light of 
the increasing numbers of students 
seeking aid. The numbers of recipi- 
ents of aid under each of the feder- 
al grant programs are shown on 
Chart 18. Considering both the 
increases in the costs of colleges 
and the increases in the numbers 
of students seeking aid, student aid 
funding did not keep up with the 
growkig need for aid, and unmet 
need increased in the 1980s. 

To illustrate the erosion of the 
purchasing power of grants during 
the 1980s, the share of the cost of 
attendance at public and private 
colleges covered by Pell grants is 
shown on Chart 19. A Pell grant 
covers a small share, which has 
decreased to no more than about 
10 percent of the cost of attending 
private institutions. A Pell grant 
also covers a decreasing share of 
the cost of attending a public four- 
year institution. Only in the public 
two-year college sector have Pell 
grants kept up with tuition, and 
now they cover a little over 40 per- 
cent of the cost of attendance. 

The cuts in funding for federal 
programs that helped students pay 
for college contributed to a dip in 
total enrollment in 1984 and 1985. 
Biennial enrollment data, by 
race/ethnicity (which shows a 
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lower total than data for all enroll- 
ment becaxise some students do not 
report their race/ethnicity) indicate 
that overall enrollments, including 
whites, dropped by 153,000 
between 1982 and 1984, with 
African Americans accounting for 
about 25,000 of the decrease. In 
fact, Black enrollment had peaked 
in 1980, declined slightly in 1982, 
dropped significantly in 1984, and 
in 1986, was still below the 1980 
peak. Black enrollment in college 
did not increase to the 1980 level 
again until 1988 and 1990, as 
shown on Chart 20. 

It Matters How Students* College 
Education Is Financed 

It has become common practice 
to lump grants and loans together 
and label the total, together with 
work-study funds, "student aid." But 
loans are Mo/the same as grants in 
their effects on students' educational 
decisions. As eariy as 1978, 
Alexander Astin, Director of the 
Higher Education Research Institute 
(HERI) at UCLA, established on the 
basis of analysis of student survey 
data that grants had a more positive 
affect on achievement of student*s 
educational goals than did loans. He 
and his colleagues at HERI found, in 
a study done under contract for the 
U.S. Department of Education, The 
Impact of Student Aid Programs on 
Student Choice, that after controlling 
for different student characteristics, 
students with loais were more like- 
ly to drop out of college than stu- 
dents with grants. More recently, 
Thomas Mortenson did extensive 
analyses summarized in a report 
published by the American College 
. Testing Program in 1990 on The 
Impact of Increased Loan Utilization 
Among Low Family Income 
Students. He concluded that iow 
income students face inherently 
higher risk of not completing col- 
lege. When they encounter student 
loans in their financial aid package, 
this risk imposes cost-like considera- 
tions that reduce the prospects of 
net benefits of college enrollment 
for them." 

Loans have tc ' je paid back with 
interest that, in effect, increases the 
cost of college. Loans, particularly 



CHART 18 
NUMBER OF STUDENT AID RECIPIENTS 
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CHART 19 

PEU GRANTS AS A SHARE OF THE COST OF ATTENDINQ COLLEGE 
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CHART 20 

TRENDS IN COLLEGE RNROLLMENT OF MINORmT STUDENTS 
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CHART 21 

FEDERAL BUDGET OUTUYS AND BUDGET PROJECTIONS 
FOR HIGHER EDUCATION 
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for students who have uncertain 
job prospects, and no assurance of 
income after college high enough 
to pay off the loans, add much 
greater risk to students' calcula- 
tions of the costs of their educa- 
tion. Loans can affect students' 
choices of whether or not to enroll 
in college, whether to go to a pub- 
lic or private college, and whether 
to start at a four-year or a two-year 
college. The prospect of having to 
pay back large loans can keep stu- 
dents from majoring in fields 
preparing them for low-paying 
professions, such as teaching or 
nursing. Large debts also are clear- 
ly a factor in students' decisions 
about going on to graduate schc ■ . 

An additional consideration is 
that after paying back their educa- 
tion loans, students who have to 
borrow to pay for college end up 
considerably behind their peers 
who did not have to borrow in 
their ability to accumulate the sav- 
ings they might need to invest in a 
home or small business. Indeed, 
financing college with loans could 
re-introduce the economic inequal- 
ity that the low income students 
sought to overcome through edu- 
cation in the first place. 

For students under financial 
pressure and facing difficulties in 
paying off large college loans, a 
new option (not yet enacted but 



being discussed publicly) of work- 
ing off the loans through national 
service may prove very attractive. 

Impact of the Federal Deficit 
on Reauthorization of tlie 
Federal Student Aid Programs 

The basic legislation establishing 
the federal government's role in 
postsecondary education is the 
Higher Education Act, originally 
enacted by Congi'ess in 1965. Every 
four or five years, when the period 
covered by the authorizing legisla- 
tion expires, the programs are 
reauthorized through a process of 
amending the original act. For the 
last two years or more, in prepara- 
tion for the 1992 reauthorization of 
the federal student aid programs. 
Congressional committees, under 
the leadership of Representative 
William D. Ford of Michigan in the 
House, and Senator Claiborne Pell 
of Rhode Island in the Senate, have 
been reviewing the programs, 
holding extensive hearings, and 
formulating reform proposals. In 
the reauthorization process, testi- 
mony made clear that most of the 
gro\vth in the funds available to 
students to help pay for college 
were being made available in the 
form of loans, not grants, and that 
a grant/loan "imbalance" had 
emerged. As a consequence, major 
efforts were made to redress this 



imbalance by increasing the 
amounts of grants available to stu- 
dents and transforming the Pell 
Grant into a true entitlement. 

Discussion of entitlements was 
stopped dead by the conclusion 
that there could be "no new entitle- 
ments." The language used in the 
arguments to oppose entitlements 
ignored the fact that the contractual 
agreements made by the federal 
government with the lenders to pay 
interest on loans to finance the fed- 
eral debt, as well as to make pay- 
ments to lenders under the student 
loan programs, were the funaional 
equivalent of entitlements — not 
subjea to appropriations limitations 
— and that these entitlements were 
skyrocketing; they put enormous 
pressure on the remaining budget 
funaions. particularly the domestic 
social programs, including student 
grant programs. As a consequence, 
the efforts to redress the grant/loan 
imbalance did not result in major 
changes in the student financial aid 
programs. Once again, concern 
about the deficit overwhelmed 
efforts to create a right to financial 
assistance, and ultimately a right to 
education for students. 

Looking into the Future 

Budget projections four or five 
years out are often quite specula- 
tive and usually differ from the 
actual outlays. Nonetheless, the 
bu Iget projections reflect spending 
priorities over the next several 
years. The federal budget projec- 
tions for higher education made 
before the 1992 elections for VY 
1992 and FY 1^^93 for the succeed- 
ing five years, are shown on Chart 
21. Those out-year budgets project- 
ed sharp decreases in spending for 
higher education, dipping far 
below authorized spending levels 
before turning up again half a 
decade from now in 1997. 

The question which educators 
must carry into the public polio- 
arena where federal budget issues 
are being debated is this: 

Will the nation be wealthier 
in coming years if we invest 
more in people, by channelling 
more funds to student aid? 
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The answer could pose a funda- 
mental challenge to current nation- 
al budget priorities. 

Summary and 
Conclusions 

1. Beginning in the early 1980s, 
after the tax cuts and the reduc- 
tion in revenues, the federal 
budget deficit grew sharply. 

2. The annual deficit grew to a 
level estimated to equal more 
than one-third of the federal 
budget outlays in fiscal 1992. 
This means that the federal gov- 
ernment failed to balance the 
federal budget by almost one- 
third 

3. The annual deficits accumulated 
to add close to $2.3 trillion to 
the federal debt in the 1980s. 
The federal debt, in current dol- 
lars without adjustment for infla- 
tion, more than tripled in the 
1980s, rising from $900 billion in 
1980 to $3.2 trillion in 1990. The 
debt is projected to increase by 
more than another $1 trillion 
from 1990 to 1993. 

4. The federal debt has grown so 
large that an amount equal to 
almost 60 percent of the individ- 
ual income taxes collected by 
the federal government in FY 
1991 was needed to pay the 
interest on the debt. 

5. By 1993 interest on the federal 
debt is projected to soar to $314 
billion, exceeding defense 
spending by almost $20 billion. 

6. The burden of the federal deficit 
has been used ever since 1982- 
83 to hold down funding for stu- 
dent aid, as well as funding for 
other domestic social programs. 



7. The burden of the federal deficit 
has been used to preclude major 
redress of the growing 
grant/loan imbalance. 

8. Tlie burden of the federal bud- 
get deficit was also used in the 
process of reauthorizing the stu- 
dent aid programs to preclude 
consideration of transforming 
Pell grants into entitlements. 

9. For students, this means still 
heavier reliance on loans to 
finance their college education. 
For institutions, this means still 
more self-funded student grants 
and higher tuition to cover the 
costs — or changes in education 
missions and in the types of stu- 
dents served. 

10. The implication of these fiscal 
realities for students and for 
educators is that there is an 
urgent necessity to confront not 
only student aid issues, but also 
to play a much greater role in 
public debate about larger fed- 
eral budget issues. 

Carol Frances 
Jim Harrison 



Hayden Smith, associated tvith the 
Program on Nonprofit Organizations 
at Yale University, reviewed the text 
and his suggestions for improvements 
are gratefully acknowledged. 

A number of statisticians in feder- 
al statistical agencies were also very 
helpful in providing explanations of 
the governments budget accounts. 

An early version of the report was 
discussed at a meeting of the leader- 
ship of the United States Students 
Association and the participants 
made valuable contributions to the 
subsequent analysis. 



Viewpoint 
(contitmed from page 1) 

then, begins with two articles on 
student financial aid. They have 
been prepared by Carol Frances, a 
nationally regarded economist 
who specializes in higher educa- 
tion finance and policy and Jim 
Harrison, who, until the beginning 
of this year, followed the reautho- 
rization process closely as 
President of the Association of 
Urban Universities. This issue dis- 
cusses factors that shape federal 
education funding policies; the 
next will examine some of the 
effects of those policies on stu- 
dents. Finally, the last two issues 
in the series will investigate the 
economics of "access versus equi- 
ty," and the current calls for 
increased "productivity" in colleges 
and universities. 

These studies are especially 
timely. With them, HEES hopes to 
shed additional light on the 
increasing challenges to campus 
diversity; to place in perspective 
the 1992 Higher Education 
Reauthorization Act, which has 
recently extended the life of stu- 
lents aid programs for another 
five years; and, as well, to add bal- 
ance to the many discussions 
underway concerning higher edu- 
cation finance. Most of all, we 
wish to emphasize the fact that 
education is an investment rather 
than an expense. 

Carole Morning 
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